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N. E. Industrial Development Corporations 


Two YEARS AGO the Federal Reserve Bank of Boston 
made a study of community development corporations 
in New England and published its findings in the July 
1950 and subsequent issues of the Monthly Review. 
Since that time many more New England communities 
have formed local financing corporations to assist 
additional manufacturers to get started or to help 
existing firms expand. The large attendance at an ‘‘In- 
dustrial Foundation Day,” recently sponsored by the 
New England Council to present what has been and 
is going on in this field, demonstrated widespread and 
active interest in such plans. To bring the information 
on New England industrial foundations up to date, the 
Boston Reserve Bank recently resurveyed the activities 
of all known privately financed industrial development 
corporations. This article analyzes the information 
gathered from questionnaires and interviews. 
Providing plant space on a rental or long-term pur- 
chase basis, either in new or existing buildings, is the 
major assistance furnished by most community de- 
velopment corporations. Thus, they indirectly assist 
manufacturing enterprises beset with venture capital 
problems. In its report, the Committee on the New 
England Economy endorsed such action by stating that 
“many of the problems of the New England region can 
best be attacked by action at the community level.” 
It recommended that ‘‘each State Industrial Develop- 
ment Commission . . . assist and coordinate the activi- 
ties of these community development organizations.””! 
Industrial foundations are only one method of pro- 
viding financial assistance to new and small manu- 
facturers. The Development Credit Corporation of 
Maine and the New Hampshire Business Development 
Corporation represent state-wide approaches to the prob- 
lem that may supplement the assistance given by local 
industrial foundations. Both organizations are set up 
to provide venture capital or long-term credit by mak- 
ing calls on members (commercial banks, savings banks, 
and insurance companies) for funds to assist promising 


1The New England Economy (Washington, U. S. Government Printing Office, 
1951), p. 88. 
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Thirty-six New England communities now have 
industrial development corporations. Fifteen in- 
dustrial foundations have built 27 new plants for 
manufacturers. Seventeen have acquired 154 exist- 
ing factories and have sold or leased space to new 
occupants. Almost 300 manufacturing concerns 
representing a great variety of industries now 
operate in space made available by local financing 
corporations. They employ about 27,000 workers 
and pay salaries and wages totaling approximate- 
ly $75,000,000 a year. 

The growth in development corporations since 
1945 indicates greater competition among com- 
munities for manufacturing payrolls and increased 
awareness of the need for having a program ready 
to provide financial aid to manufacturers with 
venture capital or long-term credit problems. The 
success of such plans points to greater use of 
industrial foundations. 











concerns. While each member institution supplies only 
a small amount of risk capital, the totals raised from all 
members reach substantial sums. Since all members 
participate in all of the ventures, even the relatively 
small amount of their funds put into venture capital 
projects is invested in diversified risks. While the New 
Hampshire Corporation has no operating experience 
yet, the Maine Development Credit Corporation in 
several cases has worked closely with local financing 
corporations. Under the usual arrangement the De- 
velopment Credit Corporation takes a position senior 
to that of the local building corporation when they join 
forces to provide funds for the construction of plants. 
Establishing community financing corporations to 
assist manufacturers is not a new idea. Up to May 1952 
at least 40 local development corporations had been 
formed in New “ngland, the oldest dating back to 1912. 
Buc the most rapid growth in the number of industrial 
foundations has taken place since 1945. The increase 
in the number of foundations indicates more interest in 
organizations of this type to help new manufacturers 
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get started, or to help existing firms expand, particularly 
smaller concerns. The availability of suitable industrial 
space often determines where a firm will locate. It also 
shows that an increasing number of communities real- 
ize the importance of diversifying their industrial base 
and providing new job opportunities. They are bidding 
more effectively for new manufacturing payrolls. They 
are no longer relying solely on general booster sales- 
manship, but are offering tangible assistance to help 
concerns locate in their areas. 


Why Foundations Are Needed 

Many small businesses and individuals contemplating 
the establishment of manufacturing operations have 
difficulty in accumulating funds for building plants 
because of the high level of personal and corporate in- 
come taxes. The high cost of construction has intensified 
the problem. Many firms have to lease rather than 
purchase or build plants. A lease arrangement requires 
no immediate outlay of funds by the tenant. Further- 
more, the concern can conserve its borrowing power for 
other purposes. 

In addition to firms that have not been able to accumu- 
late or raise money for construction of plants, many 
firms that are able to finance buildings prefer to lease 
them. They want to concentrate their attention on 
manufacturing operations, leaving the problems of real 
estate to someone else. A lease arrangement also enables 
a concern to use the money that might have been in- 
vested in land and buildings for new equipment and 
additional working capital needed to carry on a larger 
scale of operations. 

Another possible advantage of leasing rather than 
owning industrial space is that rental payments are 
chargeable against taxable income. While this is offset 
by the inability of a firm leasing space to deduct de- 
preciation and interest on a mortgage, a tax advantage 
may arise if flexible rental payments allow variable 
deductions from taxable income. 

The savings gained by leasing space from nonprofit 
corporations also appeal to manufacturing concerns. 
Many industrial foundations are organized as nonprofit 
corporations. This gives them certain tax advantages, 
which may be passed on to the tenant. In addition, even 
when community financing plans are organized as profit 
corporations, they generally operate on a cost or close 
to cost basis, which enables them to offer attractive 
leasing arrangements. 


Communities Having Development 
Corporations 


Four New England communities formed industrial 
foundations prior to 1930. Of these, only the Danbury 
(Conn.) Industrial Corporation is still in active oper- 
ation. The Rochester (N.H.) Factory Holding Company, 
which was founded in 1928, sold its building in 1947 and 
dissolved. The Keene (N.H.) Development Company 
and the Pittsfield (Mass.) Industrial Development Com- 
pany are not currently performing any functions, al- 
though the corporate organizations still exist. 

The depression of the 1930’s stimulated the growth 
of industrial foundations. Many communities formed 
them to take over vacant mills when manufacturers dis- 
continued operations. The purchase of abandoned plants 
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at low prices enabled these groups to sell or lease space 
at very reasonable charges. Nine New England cities 
and towns organized local financing corporations be- 
tween 1932 and 1940. Seven still operate. The other 
two sold their plants, distributed the proceeds to stock- 
holders, and went out of business. 

The greatest increase in the use of community develop- 
ment corporations has occurred since the end of World 
War II. Twenty-seven New England communities have 
established loca! industrial-financing plans since 1945. 
We outlined the activities of many of these groups in 
the July 1950 issue of the Monthly Review. Since that 
time Lisbon, Hillsboro, Newport, Keene, Greenville, 
Derry, Rochester, and Concord, New Hampshire; 
Kennebunk, Gardiner, Richmond, and Waldoboro, 
Maine; White River Junction, Vermont; Taunton, 
Massachusetts; and Danielson, Connecticut, have 
formed industrial foundations. A regional group, the 
Tri-County Development Corporation serving the 
three eastern counties of Connecticut, was also es- 
tablished in 1951. Many of these foundations were 
set up as part of long-range programs to stimulate in- 
dustrial diversification and promote greater stability of 
manufacturing employment in their communities, rather 
than to meet an immediate crisis when an existing manu- 
facturer ceased operations — the usual reason for or- 
ganizing industrial foundations in the past. Their for- 
mation indicates that more and more communities are 
recognizing the need for advance planning and for hav- 
ing an organization in existence ready to meet possible 
declines in employment and to anticipate and fulfill the 
needs of industrial prospects. 

New Hampshire has the largest number of community 
financing corporations. This reflects the early success 
of industrial foundations in New Hampshire and the 
assistance the state planning and development com- 
mission has given local groups. At the present time, 
New Hampshire has 19 local development corporations, 
Maine seven, Massachusetts six, Connecticut three, 
Vermont two, and Rhode Island none. 
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Small or medium-sized communities in New England 
have been most active in developing industrial-financing 
plans. Ten communities with less than 5,000 people 
have development corporations. Twelve with from 5,000 
to 15,000 inhabitants, seven with 15,000 to 35,000 
residents, and only six cities with a population exceed- 
ing 35,000 have formed corporations. No New England 
city with over 83,000 residents has established a pri- 
vately financed industrial development corporation. The 
need for providing financial assistance to new or estab- 
lished manufacturers can be more clearly seen in small 
and medium-sized communities. It has been easier to 
bring local financing corporations into being and to get 
all groups to cooperate in smaller communities. Recog- 
nition of the necessity for self-assistance rather than 
waiting for someone else to take positive steps helps 
explain the greater use of industrial foundations by 
smaller communities. The subordination of political 
motives has also contributed to the success enjoyed by 
smaller municipalities. 

No over-all pattern of sponsorship of local develop- 
ment projects emerges from an analysis of the New Eng- 
land development corporations. The sponsors vary from 
community to community. Chambers of commerce, 
merchants, manufacturers, bankers, newspapers, lawyers, 
doctors, and city officials are active in varying degrees 
in different communities. One definitive statement can 
be made. Successful organization and operation of in- 
dustrial foundations requires at least one imaginative, 
progressive, and energetic leader who can get things done. 
In the absence of able leadership, efforts at industrial 
development have floundered. 

Success of local financing plans also appears to de- 
pend on insulation from “politics.” While municipal 
officials have sometimes contributed to the success of 
development programs, their assistance has helped 
mainly in smaller communities where political motives 
were subordinated to a greater responsibility for the 
general welfare of the community. Political affiliations 
which required ‘‘credit-taking’’ were not strong. Gen- 
erally, the introduction of political considerations into 
development activities has resulted in suspicion, bicker- 
ing, working at cross-purposes, and in failure to arrive 
at a constructive program. Most of the successful com- 
munity development corporations have been kept en- 
tirely apart from “‘politics.” 


Reasons for Forming Foundations 


Contrary to general impressions, most New England 
industrial foundations were not formed primarily to 
offset the effect of manufacturers closing down or 
moving, although this was the reason in the most spec- 
tacular cases. Twenty-four New England foundations 
reported that they were established as part of forward- 
planning programs to diversify industry and increase 
employment in their communities by providing sites and 
industrial space for manufacturers. Thirteen foundations 
said that the discontinuance of business by a large local 
employer gave the main impetus to the organization of 
the development corporations. Local plant closings, 
fear of closings, or the existence of a large number of 
unemployed probably contributed to the establishment 
of many foundations that reported long-range develop- 
ment as the major reason for their foundation. Two com- 
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munities founded development corporations to prevent 
firms from leaving. One group came into existence as a 
means of providing a local manufacturer with modern 
industrial space so that he could lower operating costs 
and reach a better competitive position. 

All of the foundations strove to increase industrial 
employment. Except for two with limited objectives, 
they were willing to assist outside manufacturers to 
locate in their communities or to help new manufactur- 
ers to get started. One formed solely to help local manu- 
facturers expand and another organized only to aid an 
existing manufacturer in financial difficulties. Twenty- 
two foundations said they were willing to help local 
concerns expand operations as well as to aid outside 
firms to locate in the community. Thirteen foundations 
listed assistance to local manufacturers in financial 
difficulties as one of their objectives. 


Services Provided 


The most important service that community develop- 
ment corporations have offered manufacturers is pro- 
viding industrial space on a lease, or lease with option 
to purchase basis. Thirty-two New England develop- 
ment corporations said they would build new plants for 
manufacturers. All but six would build for lease or for 
lease with an option to purchase. Six would build only 
for lease. 

Fifteen had actually constructed new buildings or had 
built additions to existing plants by May 1952. Five of 
these groups erected factories before the war, while the 
other 10 carried on their construction after 1945, a re- 
flection of the increased need for manufacturing space 
in the past few years. The 15 local groups built a total 
of 27 new plants. One corporation constructed eight 
factories, one built six, and the other 13 foundations 
each erected one building. The new plants contain a 
total of 1,014,600 square feet of manufacturing space, 
ranging from 8,400 square feet in the smallest building 
to 68,000 square feet in the largest. 

Twenty-nine concerns operate in the plants built by 
local development groups. The 29 manufacturers employ 
a total of approximately 5,000 workers and have a com- 
bined payroll of about $13,780,000. Nonelectrical- 
machinery manufacturers occupy about one-third of the 
new plants. Shoe manufacturers are the second most 
frequently aided industry, using five of the plants. 
Concerns in the textile and wood products industries 
each occupy three of the buildings constructed by com- 
munity corporations, and printing and publishing firms 
use space in two plants. Local development corporations 
have also aided apparel and electrical-machinery manu- 
facturers by providing new plants on a rental basis. 

New England development corporations have pro- 
vided considerably more space in existing plants than 
in new plants. Seventeen local corporations have ac- 
quired a total of 154 idle industrial buildings with 
11,033,200 square feet of space. They have sold or 
leased these buildings, or space in the buildings, to 266 
manufacturing concerns. The firms employ about 22,000 
persons and pay wages totaling around $62,000,000 
a year. 

The shortage of manufacturing space and the ability 
of nonprofit local corporations to rent or sell space at 
very low prices have been the major reasons contributing 
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to the suecess of foundations that have acquired aban- 
doned mills. Many of these groups have also repaired 
and refurbished the old buildings, often at or below 
cost, before attempting to sell or lease them. Public- 
spirited citizens have sometimes donated their services 
for renovating factories. 

Seventy-four of the 266 concerns which now operate 
in older buildings made available by industrial founda- 
tions are local manufacturers who need space to expand 
or are entirely new firms. The balance, or 192 concerns, 
came to the communities from other locations or set 
up branch plants in space provided by development 
groups. Companies in just about every industry make 
use of space in older buildings, with firms in the non- 
electrical machinery, textile and shoe industries pre- 
dominating, closely followed by fabricators of electrical 
machinery, leather products and wood products. A 
number of rubber, apparel, and furniture makers have 
also leased or purchased space from industrial develop- 
ment groups. 


Loans 


In addition to their major service of providing plant 
space and sites, some foundations have furnished or 
intend to furnish other assistance. Twelve local develop- 
ment corporations stated that they will make loans to 
manufacturers, and six will buy stock of worthy con- 
cerns. Seven have actually loaned money. Only three 
have purchased stock. 

All of the foundations that will make loans except 
one require bank rejection of loan requests before they 
will handle them. The seven groups have had about 50 
applications for loans and approved 19. They have 
loaned an estimated $1,281,700. Most of the loans 
were of the long-term amortizing type. Complete 
figures on repayments are not yet available, but most 
of the loans have either been repaid or are being repaid 
satisfactorily. There have been defaults in a few cases. 
Interest rates have ranged from 2 to 6 per cent, with 
an average rate of 4) per cent. 
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One corporation, the Northampton Industrial Realty 
Development Corporation, has a unique plan. This 
group, formed in 1950, raised its capital by the sale of 
$10 stock to 936 local stockholders. [t then lent $100,000 
to a firm moving to Northampton from Brooklyn in 
order to provide working capital for moving expenses, 
separation bonuses and pension refunds to employees 
who stayed behind, and to help the concern purchase a 
site and construct a $250,000 building. Since the firm’s 
major financial obligations would fall in the first two 
years after moving, due to increased expenses and 
while part of its money was tied up in its old build- 
ing, the local group agreed that the firm need not repay 
any money for two years. Beginning with the third 
year, the manufacturer is to pay back at least $5,000 a 
year until the principal is repaid. The borrowing firm 
can repay the principal any time it wishes, but after the 
loan has been outstanding for five years it must pay 
two per cent interest on the outstanding balance, and 
after 10 years, three per cent. The development corpo- 
ration holds a second mortgage on the new plant. 


Organization of Foundations 

Industrial foundations generally organize either as 
profit or nonprofit corporations. No clear-cut tendency 
has developed in New England. Twenty-two of the 
New England foundations have organized as_ profit 
corporations, 17 as nonprofit corporations, and one as 
a trust. Whether development groups should establish 
a profit or nonprofit corporation depends on local con- 
ditions and objectives. There are advantages and dis- 
advantages to both forms. 

Regardless of the form of organization, all local 
development corporations have placed industrial growth 
and diversification as well as aid to manufacturers and 
the community above profit considerations. Most of the 
groups organized as profit corporations have operated 
on a cost basis in order to offer the most favorable 
contracts to manufacturers. 

The New England industrial development corpora- 
tions have a combined authorized capital of $3,731,900, 
of which $2,189,460 has been paid in. The average 
authorized capital is $102,500 and the average paid-in 
capital $64,000. The most popular capitalizations have 
been $50,000 and $100,000. 

By far the most common method of raising capital has 
been sale of stock. Thirty-four New England founda- 
tions sold stock to raise their original capital. They 
priced their shares from $1 to $100. One corporation 
sold stock for $1 a share, one for $5, 12 for $10, 5 for $25, 
7 for $50, and 8 for $100. The purpose of pricing stock 
at popular figures ($25 and below) is the same as in the 
field of corporate finance — to obtain wider ownership. 
Corporations with low-priced stock have been able tu 
sell stock to a larger number of people and thus achieve 
widespread community participation and interest in the 
program. None of the corporations with $100 stock have 
over 100 stockholders. 

The number of stockholders ranges from five in one 
corporation to 1,900 in another, with an average of 315. 
Six corporations have under 25 stockholders, six be- 
tween 25 and 100, eight between 101 and 500, and six 
have over 500 shareholders. 

Nearly every foundation has put all of its paid-in 
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capital to work, and some have turned it over several 
times. In addition to using their own capital for the 
construction or purchase and renovation of plants, 
several foundations have borrowed money from conven- 
tional financial institutions. Twenty-three foundations 
stated that they intend to borrow funds from outside 
sources, and 15 have actually borrowed from banks and 
insurance companies. 

When foundations use their own funds to furnish part 
of the cost of financing the construction or purchase of 
a building, financial institutions may lend money on a 
mortgage basis to finance part or all of the remaining 
cost. Thus, the existence of a local development cor- 
poration has often led to the profitable employment of 
funds which would not otherwise be put to work because 
of legal and traditional banking limitations. 

While none of the New England industrial founda- 
tions was established to make profits for stockholders, 
many with long operating experience have shown a 
profit. All of the 29 corporations with business dealings 
reported profitable operations or that their income had 
at least covered their expenses and provided for repay- 
ment of borrowed funds. 

Fourteen development groups have paid yearly or 
liquidating dividends to stockholders, and four more 
have either repaid all money borrowed or are success- 
fully meeting amortization schedules. Dividends range 
up to 251 per cent of the money originally invested by 
stockholders. Four corporations have paid dividends 
which total more than their stockholders’ original in- 
vestment. Two groups have repaid the full amount in- 
vested by stockholders. Eight other foundations have 
paid smaller dividends, ranging up to 75 per cent of 
the money originally put up by stockholders. A con- 
siderable portion of paid dividends has come from 
income received from the sale of plants rather than 
from rentals. Most foundations, however, have rented 
their plants for an amount that will enable them to 
repay stockholders fully over periods varying from 10 
to 30 years. 

Eleven other foundations with operating experience 
have not paid any dividends. Nevertheless, their stock- 
holders consider them successful because they have 
achieved their primary objectives of increased indus- 
trial payrolls and diversification. 


Obstacles 


While New England industrial development. cor- 
porations have usually achieved success, in many cases 
it was not easy. The major obstacle encountered in the 
promotion of industrial development was to find some 
way to get the community aroused to the need for such 
action. Foundations reported that overcoming initial 
apathy and inertia and getting a development program 
started was their main difficulty. Some foundations also 
found it difficult to get active participation by indi- 
viduals who were best qualified to help. Others reported 
that little interest was shown in development activities 
when there was little unemployment and business was 
good. But most businesses start, expand, or relocate in 
periods of general business expansion. Therefore, devel- 
opment groups would have a better chance of succeed- 
ing if they made even more intensive efforts to increase 
and diversify industrial payrolls in periods of expanding 


JUNE 


business activity and improving economic conditions. 

The small amount of capital available to most de- 
velopment corporations has also hindered their activi- 
ties. Many groups have partially overcome this obstacle 
by using their own funds as venture capital, and have 
borrowed money to cover a major part of the cost of 
plants. Nevertheless, one or two commitments generally 
use up all the funds which a foundation has available at 
a given time. Small amounts of paid-in capital have 
prevented foundations from financing large plants. 

The high cost of construction deters many industrial 
foundations from building new plants until they have a 
firm commitment from an interested concern. But lack 
of available space prevents many communities from 
attracting concerns that are just starting, establishing 
branch plants, or relocating. 

Foundations that have taken over abandoned build- 
ings have sometimes experienced difficulties in making 
them fit the needs of other businesses. Lack of experience 
in dealing with manufacturers seeking new locations has 
also impeded community corporations. 


Their Future 


While difficulties may be encountered in establishing 
and successfully operating local development corpora- 
tions, the success of their activities in many communi- 
ties and the continued need for them points to increased 
use of the device. Organized efforts to discover the 
economic advantages of a community, and the estab- 
lishment of a local financing organization to make the 
most of these advantages, can do much to promote 
greater industrial diversification and employment sta- 
bility. Besides the direct benefits that development 
corporations provide for a community by helping to 
establish new manufacturers, they may also result in 
many indirect benefits. Some industrial foundations 
have found that many prospects do not really need or 
want financial assistance, but have sounded out local 
groups to discover how they feel toward new industry. 
The very existence of a development corporation shows 
that local people are willing to risk their money in the 
community’s industrial future. [t demonstrates that a 
favorable attitude toward new manufacturers exists. 
Another indirect advantage of a local financing corpora- 
tion is that it often stimulates the flow of venture capital 
from other sources. In many cases where business con- 
cerns and local foundations have begun negotiations, 
individuals or institutions have become interested and 
financed the deal with their own funds. 

A community that wants to encourage industrial 
growth should bear in mind that establishing an indus- 
trial foundation is not the complete answer to its prob- 
lems. Manufacturers also want to locate in communities 
that have fair taxes, good municipal services, schools 
and cultural facilities, efficiently run local governments, 
suitable housing and a cooperative attitude toward in- 
dustry. When these factors are present, community 
financing corporations can be very useful in helping 
manufacturers over the initial financial hurdles of 
getting established or expanding. Their successful record 
demonstrates that industrial foundations are an effec- 
tive means of increasing and stimulating the flow of 
capital into new and expanding businesses and pro- 
moting industrial growth. 
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NEW ENGLAND BUSINESS POPULATION: 
Manutacturing Firms Increase in 195] 


AT THE END Of March 1951, New England had 269,500 
business firms in operation, according to estimates of 
the U. S. Department of Commerce'. While the total 
number of firms declined for the third consecutive year, 
the number of firms in the region’s important manu- 
facturing industry showed the first year-to-year expan- 
sion since reaching the postwar peak in 1947. Year-to- 
year gains also appeared in contract construction and 
wholesale trade. The growth of business population in 
most of the New England states reflected an improve- 
ment in the general level of business activity that fol- 
lowed expansion of defense activities in 1950. Massa- 
chusetts was the only state in which the number of 
firms declined between 1950 and 1951. 

In the early postwar years all segments of the busi- 
ness population grew rapidly, both in New England and 
in the United States. Since 1949, however, relative 
stability has prevailed. Between 1944 and 1948 the 
number of firms in operation increased by 27 per cent 
in New England and by 31 per cent in the nation. Be- 
tween 1948 and 1951 business population in New Eng- 
land declined by 2.3 per cent while the number of firms 
in the United States increased by less than one per 
cent, mainly because of the expansion between 1950 and 
1951 in the Southeast and Central regions. 

From a postwar peak of 276,000 firms in 1948, the 
total number of firms in operation in New England has 
declined annually. Each of the six states followed the 
regional pattern from 1948 to 1949. Business popula- 
tion in Maine and Rhode Island turned upward in 1950. 
The number of firms in two more states, Connecticut 
and Vermont, started to climb in 1951. New Hampshire 
held its own during this 1950-51 period, but Massa- 
chusetts business population dropped by nearly 2,100 
firms. This loss more than offset the gains made by the 
other New England states and was responsible for the 
slight drop in the number of firms in New England be- 
tween 1950 and 1951 compared to the gain of 39,000 
firms in the United States. Maine and Rhode Island 
were the only states in the region with more firms in 
operation in 1951 than in any of the other postwar 
years. New England and the Far West were the only 
regions in the country to suffer an absolute loss of firms 
in this period. 

Manufacturing Firms 


A higher proportion of business firmS are engaged in 
manufacturing in New England than in any other part 
of the country. Efforts to satisfy the postponed demand 
for both consumer and producer goods which existed at 
the end of the war was reflected in an increase of about 
34 per cent in the number of manufacturing firms in 
operation in New England between 1944 and 1947, when 
the peak in number of manufacturing firms was reached. 
Readjustments were felt earlier in New England than 
in some other areas; manufacturing did not reach its 


1 Survey of Current Business, January 1952. 


Page 6 


JUNE 


peak nationally until the following year. 

The increase in manufacturing firms between the 
end of the war and the peak of the postwar boom was 
slightly greater in the nation than in New England. 
From postwar highs to 1950, the number of manufactur- 
ing firms declined by 10.2 per cent in New England and 
by 8.6 per cent in the United States. However, as in 
many times past, although New England was first to 
experience adverse turns in business conditions, it was 
also more sensitive to favorable turns. Between 1949 
and 1950 the rate of decline in manufacturing firms was 
lower in New England than for the country, and between 
1950 and 1951 the 2.3 per cent increase in New England 
compared favorably with the 1.4 per cent increase for 
the nation. The only regions experiencing a more rapid 
expansion in manufacturing firms were the Far West 
and the Southeast. 

Stepped-up production for defense in 1950 was par- 
ticularly beneficial to New England because it stimu- 
lated the formation of new firms in the metal and metal- 
working field. Even the nondurable-goods industries 
shared in the benefits of increased income and employ- 
ment as consumers rushed to stock up on items that 
were in short supply during World War II. The number 
of manufacturing firms increased in all of the New 
England states except Massachusetts between 1950 
and 1951. The decline of about 500 firms in Massachu- 
setts over this period was largely instrumental in 
moderating the over-all increase in the manufacturing 
population in the New England region. 

Within New England, Rhode Island was the only 
state able to maintain its level of manufacturing firms 
throughout the postwar years. The availability of plant 
space and an abundant supply of labor have fostered 
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the establishment of small businesses in the state. Their 
ability to grow will help to determine Rhode Island’s 
future. In Maine a rapid expansion between 1950 and 
1951 increased manufacturing firms in operation to 
their highest number since the end of the war. Close to 
50 per cent of the manufacturing firms in Maine con- 
tinue to be in the lumber and lumber products industry. 
The continued high level of demand in the building 
field has enabled the contract construction industry to 
enjoy the distinction of being the only major industry 
which has experienced year-to-year gains in number of 
firms in operation both in New England and nationally 
every year since the end of World War II. The more 
rapid growth of industry and human population in 
other parts of the country has helped the number of 
construction firms to increase more rapidly in the coun- 
try as a whole than in New England. Even after Korea 
the number of construction firms in New England in- 
creased by about one per cent and brought the total 
increase in the postwar period to over 100 per cent. 


Wholesale and Retail Trade Firms 


Although wholesale trade failed to enjoy the continu- 
ous growth shown by contract construction, it was the 
only other major New England industry with more 
firms in operation in 1951 than in any other postwar 
year. In wholesale trade, as in construction, the increase 
in population and markets since World War II con- 
tributed to a more rapid increase in the number of 
firms in the nation than in New England. However, 
between 1950 and 1951 the gap closed and the rate of 
growth in the number of firms in wholesale trade in 
New England was almost twice the national rate and 
greater than for any other region. 

Numerically, retail trade accounts for almost half of 
the total firms in operation in both New England and 
the United States. Retail stores declined in number 
each year after reaching a postwar high in 1948, in 
both New England and the nation. Moreover, retail 
trade failed to experience the expansion in number of 
firms characteristic of other industries since Korea. 
Anticipatory buying of many items, accumulations of 
inventories at distribution outlets, high costs of re- 
tailing, and credit restrictions on purchases of many 
consumer durables undoubtedly deterred the estab- 
lishment of some new retail establishments. While the 
decline in number of firms was slightly greater in New 
England than in the United States, it was not as great 
as in some other sections of the country. 

The postwar pattern of business population in the 
service industries in New England has closely followed 
that of retail trade. Rapid expansion in the number of 
firms during the years immediately after the war 
terminated in 1948, and since then the number of 
service firms has gradually declined. However, the 
number of firms increased between 1950 and 1951 in 
Maine and remained stable in Connecticut, New Hamp- 
shire and Vermont, even though the regional total con- 
tinued to decline. 

New England firms in mining and quarrying and 
finance, insurance and real estate have declined slightly 
in number in recent years while the number of firms in 
transportation, communication, and other public utili- 
ties has remained relatively stable. The United States 
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experience has been essentially the same in mining and 
quarrying, but the number of firms engaged in finance, 
insurance and real estate, after declining slightly in 
1949, has continued to increase. Postwar expansion in 
that part of the United States business population 
engaged in the transportation, communication, and 
other public utilities field has continued. 

The annual level of total business population changes 
because of the difference between the number of firms 
starting in business and those discontinuing business 
each year. As a general rule, new firms have the highest 
rate of business fatality. Consequently, after the forma- 
tion of an unusually large number of new firms in the 
immediate postwar years, experience indicated that 
there would be an increase in business terminations 
when intensified competition eliminated weaker firms. 
Business terminations did increase rapidly in both New 
England and in the nation during 1947, 1948, and 1949. 
However, improvement in business in 1950 again stim- 
ulated the formation of new firms and for the first time 
since 1947 entrances exceeded exits in the region. On 
balance, business population in New England has had 
greater stability than in many other regions because of 
less volatile changes in the rates of new firm formations 
and business terminations. 

Business population is closely related to income 
payments and the number of people in a region. The 
rapid growth of population and income in less indus- 
trially developed areas has been a major reason for 
faster growth in the number of business firms in areas 
outside New England. Nevertheless, continued long- 
term growth in business population can be expected in 
New England although the absolute level may vary 
from year to year with changes in business conditions. 
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NEW ENGLAND'S GOVERNMENT CONTRACTS BY INDUSTRY AND STATE 


JULY 1950 — MARCH 1952 
(Amounts in Millions of Dollars) 
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Source: U. S. Dept. of Labor. Excludes secret contracts and construction. 








IN THE TWO YEARS since Korea, New England firms 
have received Government contracts for goods and 
services totaling an estimated $5 billion. Although this 
estimated volume was but a small portion of the 
region’s total output, the spending to obtain military 
production had a widespread impact on the New Eng- 
land regional economy. 

The volume of nonsecret defense contracting in New 
England has varied greatly over the two-year period, as 
shown in an accompanying chart. In the final quarter 
of the 1951 fiscal year, Government buyers placed large 
orders in New England for woolen goods ($386 million) 
and aircraft ($225 million). The volume of contracts in 
that quarter alone nearly equaled all nonsecret con- 
tracting during the next three quarters. This uneven 
buying schedule also appeared in the national totals. 

Apparently, New England firms receive more by sub- 
contracts than they lose by placing subcontracts out- 
side the region. Analysis of Department of Labor 
figures! discloses that by the end of March New Eng- 
land’s 21-month share of nonsecret defense contracts 
was only 9.7 per cent when classified by home state of 
the prime contractor, but amounted to 14.8 per cent 
when classified by the home state of the main supplier 
to the prime contractor. 

New England’s share of defense contracts has varied 
substantially. In the three months after Korea, the 
region received only 5.8 per cent of all nonsecret con- 
tracts. At the peak of defense contracting, the second 
quarter of 1951, New England received 19.2 per cent of 
all nonsecret contracts. For the first quarter of 1952 
New England’s share dipped to 10.2 per cent. This 
variation may be partially explained by the shifting 
competition of defense procurement. 

The varying composition of New England’s Govern- 
1 This grain a based on an analysis of Department of Labor statistics showing 
nonsecret Government contracts in excess of $10,000 for all contractors sub- 
ject to the minimum wage provision of the Walsh-Healey Act. Construction 
contracts are excluded from these statistics. The contract information from this 
source is tabulated both by the state of the prime contractor and by the state 
of the first listed supplier. Further explanation of the statistics and analytical 


methods used is available on request from the-Research Department, Federal 
Reserve Bank of Boston. 
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ment contracts reflects the progress achieved in acceler- 
ating the production of military hard goods. During the 
first year following Korea, textiles accounted for 45.5 
per cent of New England’s nonsecret defense contracts. 
In the subsequent nine months, however, textiles ac- 
counted for only 21 per cent of the New England total. 
In contrast, the share attributed to transportation 
equipment (principally aircraft) rose from 19.4 per cent 
during the first year after Korea to 36 per cent in the 
first nine months of the second year. Increased New 
England capacity to build military hard goods, such as 
airplanes and ordnance, means the region should con- 
tinue to fare well in the expanding defense program. 
Large contracts for electrical machinery, particularly 
electronic equipment, have placed that industry in third 
place in regional volume of defense production. This 
stimulus has led to expansion of capacity and employ- 
ment, particularly in Massachusetts. 
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